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Abstract
The microfinance industry has evolved from its earliest roots as a social
movement to a multifaceted financial services industry for the poor. The aim of this
research is to add to the existing literature by exploring the poverty reduction approach
and financial systems approach to microfinance and its implications on poor rural
households in Vietnam. It does this through analyzing three main areas: (i) a
comprehensive assessment of microfinance in Vietnam; (ii) analyzing the advantages
and disadvantages of the poverty reduction and financial system approaches; and (iii)
evaluating the impact of access to credit on household poverty reduction in rural
Vietnam.
It is demonstrated that a wider range of supporting services such as
improvements in physical infrastructure, healthcare, education and skill training is
necessary to help the poorest out of poverty. The future of microfinance in Vietnam is
shifting from subsidized microcredit through large organizations and state development
banks to a market-based provision of credit through independent NGOs. This research
finds that the market systems approach may increase financial burdens for poor rural
households in Vietnam. Pushing back against the commercialization of microfinance is
“responsible finance.” The global financial crisis in 2008 emphasized the importance of
accountability, security, and transparency in financial services. Innovative technologies
may help reduce the risk of increasing financial burdens on clients while scaling social
impact.
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Introduction
Microfinance is an umbrella term describing the provision of banking services by
poverty-focused institutions (microfinance institutions - MFIs) who serve those that do
not have access to mainstream financial service providers. The limited access for the
poor can be attributed to the theory of asymmetric information (Alkerlof, 1970) resulting
in problems in adverse selection and moral hazards (Mishkin, 2001). Financial
institutions must ration credit in cases of excess demand for financial services. Poor and
low-income households are seen as new and riskier markets which require a higher
cost of screening and monitoring. The poor possess lower educational backgrounds and
cannot provide the standard collateral required by the financial institutions. This
excludes them from the financial sector and, as a result, they must turn to informal
sectors at extremely high costs.
However, microfinance is based on recognizing that the working poor can act as
entrepreneurs, and are in fact creditworthy. Microfinance takes a bottom-up approach to
development rather than top-down approaches such as debt forgiveness or international
aid. It encourages micro-borrowers to improve their situation through their own efforts
rather than depending on external development strategies (Deutsche Bank, 2007).
These services are aimed at changing the way money is managed, promoting investing,
acquiring productive assets, increasing skill levels, and creating new businesses.
Modern microfinance had its roots in micro-lending in South Asia and Latin
America in the mid-1970s. The most notable example is the Grameen Bank model of
peer group micro-lending in Bangladesh that has been exported to many other countries
and copied by other MFIs. It was not until the 1990s that the microfinance environment
transformed from a donor-oriented model into formally regulated financial institutions.
Policy makers began debating between whether or not to subsidize financial institutions
to provide financial services to the poor. This debate has led to two different approaches
to microfinance that will be discussed: the poverty reduction approach and the financial
system approach (Robinson, 2001, Rhyne, 1998).
3

Literature Review
In recent years, the volume of literature highlighting the need for rural credit in
Vietnam has grown significantly. In the article “Access to Finance and Poverty
Reduction: An application to Rural Vietnam,” Quach Manh Hao argues that credit has a
positive impact on poverty reduction; however, better-off households are more likely to
access formal financial sectors rather than the very poor households (Quach, 2005).
Using an econometric framework and cross-sectional analysis for estimating long-term
impact of credit on households based on panel data from household surveys, Quach
noted that the positive impacts are small given the high cost of providing financial
services to the poor. This indicates that a wider range of supporting services such as
improvements in physical infrastructure, healthcare, education and skill training, rather
than an emphasis on credit, is necessary to help the poorest out of poverty. Although
Quach still thinks the small benefit is worth considering, he argues that the poverty
reduction approach has failed to expand outreach on a sustainable basis. In order to
attain a sustainable microfinance system, there must be a balance between social and
financial goals in microfinance. Quach proposes a mixed approach between the poverty
reduction model and the financial system approach. Institutions would follow the
objectives of a commercialized microfinance institution with the support of governments
and donors in enabling a financial infrastructure and social intermediation.
Some development economics scholars would agree with Quach’s argument that
aid alone cannot alleviate poverty, and some would even add that it undermines local
institutions and creates self-perpetuating lobbies of aid agencies. Two MIT economists,
Abhijit Banerjee and Esther Duflo, argue that “there are very few programmes targeted
at the poor that have managed to reach so many people” (Banerjee and Duflo, 2012). In
their book, Poor Economics, they report on the Spandana program in Hyderabad, India,
where 52 neighborhoods were chosen at random to receive micro-credit help and
another 52 other neighborhoods were taken as a control group. After eighteen months,
evidence showed that microfinance was working but not dramatically because people
4

continued to borrow from money lenders at excessively high-interest rates due to the
rigid rules and time cost imposed on micro-credit borrowers.
An alternative to borrowing is prior saving; some economists suggest that
“micro-saving is poised to become the next micro-finance revolution” (Banerjee and
Duflo, 2012). Although others may argue that it is hard for the poor to save because
they have no money and a preference for present instead of future consumption. It is
more important for the poor to save because this little buffer could shield them from
disasters in the future. In the book, Poor Economics A Radical Rethinking of the Way to
Fight Global Poverty, two Economics professors at MIT, Banerjee, and Duflo, suggest
that it is harder for the poor to stay motivated when their consumptions goals for the
savings seem impossibly out of reach. When their motivations are understood it is
possible to move the goalpost closer, this may motivate them to start running towards it
rather than giving up. Instead of showcasing one-size-fits-all strategies to ending
poverty, Banerjee and Duflo highlight the importance of paying careful attention to the
motivations and constraints of everyone (the poor, civil servants, taxpayers, and
politicians etc.) in order to create policies and institutions that are better designed and
less likely to be perverted by corruption or negligence of duty. They argue that impacts
may be incremental but they will sustain and build on themselves; this is a start of a
“quiet revolution.”
In the article, “Is a government micro-credit program for the poor really pro-poor?
Evidence from Vietnam,” Viet Cuong Nguyen argues that the Vietnam Bank for Social
Policy (VBSP) subsidized loans aimed at reducing the poverty rate have not been well
targeted at the poor (Nguyen, 2008). Nguyen uses data from the Vietnam Household
Living Standard Surveys (VHLSS) conducted in 2002 and 2004 to measure impact by
using the instrumental variables regression method that considers two instruments:
credit borrowing and distance from a village to a branch. Nguyen also uses the 2002
and 2004 VHLSS panel data and the fixed-effect with instrumental variables regression
method that considers the poverty rates of communes. He found that the non-poor
accounted for a larger proportion of the participants and they also tend to receive larger
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amounts of credit compared to the poor. Although, similar to Quach’s findings, using the
three Forster-Greer-Thorbecke poverty measurements (welfare indicator, poverty gap,
and poverty severity), Nguyen found that the program has reduced the poverty rate of
the participants by significantly impacting the the consumption expenditure per capita
and income per capita of the participating households. One aspect that separates
Nguyen’s research from other literature on microfinance in Vietnam is its focus on
welfare.
Srikant Datar, Marc Epstein and Kristi Yuthas take a similar approach on welfare
in the article, “In Microfinance, Clients Must Come First,” by taking a client-focused
approach instead of an institution-focused one. They argue that most MFIs are
institution-centered, aiming to serve as many clients as possible by offering a few basic,
high-quality, low-cost services. Whereas client-centered microfinance nurtures the
profitability of the borrower's’ business, and in turn, the client's economic and social well
being (Datar, Srikant, Epstein and Yuthas, 2008). They suggest that MFIs should: (i)
provide greater services than traditional financial institutions; (ii) offer not only financial
products and services, but also financial education, management training, value chain
support, and social services; (iii) track how clients use their loans and allocate their
profits; (iv) monitor poverty alleviation using measures of income, as well as those of
health, nutrition, housing, and education (Datar, Srikant, Epstein and Yuthas, 2008).
Marc Epstein and Kristi Yuthas go further into the importance of measurement in the
book, Measuring and Improving Social Impacts: A Guide for Nonprofits, Companies,
and Impact Investors. This book serves as an effective model for comparing
microfinance organizations based on impact rather than strictly numerical results
(Epstein and Yuthas, 2014).
Do Xuan Luan and Siegfried Bauer share similar views with other previously
mentioned scholars. In the article, “Does Credit access affect household income
homogeneously across different groups of credit recipients? Evidence from rural
Vietnam,” they show that the one-size-fits-all method to scaling up credit is not
advantageous and that there is a need for diversity in policy interventions, particularly to

6

the poor and ethnic minorities (Luan and Bauer, 2016). The study uses observational
data collected from the Vietnam Access Resources Household Survey (VARHS) carried
out in 2012 and the impact evaluation framework suggested by Hulme (2000) that uses
three paradigms of impact assessment: the scientific method, the humanities tradition
and participatory learning and action. Do and Bauer also use Propensity Score
Matching which compares the mean outcome of the credit-accessed household group
(treatment group) to the credit non-accessed one (control group) in order to examine the
distributional impact of rural credit. The findings of this study suggest a connection
between income impacts and sources of loans in the research area. They argue that
policies should focus on improving the access of ethnic minorities to education and
non-farm employment when expanding schemes of rural credit enhance income.

Objectives and Hypothesis
Despite the recent national economic success in recent years, rural development
in Vietnam still faces a number of challenges. These studies agree that microfinance
can reduce poverty rates for recipients. However, they also show that MFIs are not
targeting the poorest households in accordance with their proclaimed commitments.
Scholars such as Quach, Epstein, and Yuthas argue that a wider range of supporting
services such as improvements in physical infrastructure, healthcare, education, and
skill training, rather than an emphasis on credit, is necessary to help the poorest out of
poverty. Yet there are disagreements about the structure and approach of MFIs. Should
MFIs be commercialized in order to become self-sufficient and financially sustainable
(Quach, 2005)? Or is this a symptom of mission diffusion and drift in a maturing industry
(Epstein, 2010)? This study aims at examining the limitations on existing literature by
further exploring the poverty reduction approach and financial systems approach to
microfinance and its implications on poor rural households in Vietnam. In order to
realize this aim, the key objectives of this study are as follows:
● Implement a comprehensive assessment of microfinance in Vietnam.
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● Analyze the advantages and disadvantages of the poverty reduction and
financial system approaches and propose whether a commercial or social
approach to microfinance is appropriate for Vietnam.
● Analyze the impact of access to credit on household poverty reduction in
rural Vietnam.
The main hypothesis for this research is that the microfinance sector in Vietnam
is maturing and experiencing a transition to a market systems approach. As a result, the
poorest and most disadvantaged groups of credit recipients are not benefiting from
credit access alone. This research further assumes the following:
● A wider range of supporting services such as improvements in physical
infrastructure, healthcare, education and skill training is necessary to help
the poorest out of poverty.
● A market systems approach may increase the burden for poor rural
households.
● Innovative technologies may allow for sustainable scaling of social impact.

Methodology
This study will examine the implications of microfinance on the welfare of poor
recipients by analyzing loan purpose, method of lending, income impacts, and sources
of loan repayment. Data will come from observational data from the General Statistics
Office of Vietnam Published in 2014, the Vietnam Microfinance Survey in 2011,
Assessment Reports from the Developing Microfinance Sector in Vietnam, Asian
Development Bank Report 2010, and World Bank Reports. A meta-analysis will be
conducted by bringing together empirical findings from a range of studies in order to
draw on common findings. In addition, annual reports from the Vietnam Microfinance
Working Group (MFWG) plays a crucial role as annual reports from many small MFIs
could not be obtained. As no formal field study or survey can be conducted, these
reports serve as the primary data source that will be used in this study.
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Development of Microfinance in Vietnam
Doi Moi
Vietnam has experienced impressive poverty reduction rates within the past 20
years, falling from 58% in 1993 to 13.5% in 2014 (World Bank, 2017). This is attributed
to the adoption of a comprehensive reform program that transitioned the economy from
a planned to market economy in 1986. Vietnam has determined three essential factors
to national sustainable development: economic growth in accordance with social equity,
poverty reduction, and environmental protection (Luan and Bauer, 2016). Nearly 20% of
Vietnam’s population still live below the poverty line. Microfinance services to the poor
(those earning less than $2/day), has been regarded as an effective tool to alleviate
poverty and promote development (Yunus, 2007).
According to the World Bank, in Asia and the Pacific region, more than 300
million households experienced limited credit access through both formal and informal
sources (World Bank, 2007). This lack of access is regarded as one of the main
reasons why poor rural households in developing countries remain poor (Collins et al.,
2009). This case is particularly true for Vietnam, as roughly 72% of the population live in
rural areas. The government has implemented major changes to the credit systems
aimed at cutting credit rates for the most vulnerable groups of society and reducing
poverty rates (Luan and Bauer, 2016).
After the economic reform in 1986, multiple credit sectors began emerging in
Vietnam. These sectors include formal, semi-formal and informal sub-sectors that
provide the main source of credit for rural households in Vietnam (Nguyen et al., 2011).
The formal sectors include commercial banks and social policy banks, such as the
Vietnam Bank for Agriculture and Rural Development (Agribank) and the Vietnam Bank
for Social Policy (VBSP). Since 2003, Agribank has become the leading commercial
bank with the most extensive network of branches and transaction offices across the
country. The bank has over 3 million microloan clients and over 5 million micro savers.
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Agribank, however, focuses on high-income customers, non-poor households, and
enterprises. As a result, the market for microfinance is shared by VBSP, People’s Credit
Funds (PCF), and the Microfinance Institutions (Nguyen et al., 2011).
PCFs are financial cooperatives that provide financial services at the
commune/ward level. By 2010, 1,042 PCFs operated in nearly 10% of Vietnam’s
communes and wards, and have served about 1.7 million members, 50% of which were
poor households. These funds operated on less than 15% funding from external
sources, which mainly came from The Central People’s Credit Fund (CPCF). Although
Agribank and PCF were widely available across the country to serve low-income rural
households, their commercial structure raised concerns from the government about the
exclusion of poor households and disadvantaged groups. As regulated by the
government in 2002, the Social Policy Bank of Vietnam (VBSP) was separated from
Agribank as a non-profit organization focused on providing subsidized loans to poor
rural households. VBSP covered 98% of the communes in Vietnam by 2010.
In the semi-formal sector, approximately 50 MFIs were established either
through a credit savings program, mass social organizations or non-governmental
organizations (NGOs) from 1990 to 2005. By late 2009, three MFIs had over 40,000
customers with three others ranging from 20,000 to 40,000 customers. These six MFIs
held approximately 50% of all customers in the semiformal sector. Informal sectors
consisted of loans from relatives, friends, or private lenders (Nguyen et al., 2011).
According to APEC, in 2008 more than 6% of the poor borrowed from moneylenders,
and about 25% borrowed from friends and relatives (actual numbers may be
understated).

Reform of Microfinance
Microfinance achieved a milestone in 2010 when for the first time in history, MFIs
were recognized as a type of credit institution in the system of credit institutions in
Vietnam. This gave MFIs the legal foundation to grow stably alongside other types of
credit institutions towards accomplishing socio-economic development objectives
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through poverty alleviation activities in Vietnam (MFWG, 2014). On December 16, 2011,
the Prime Minister signed Decision No. 2195/QD-TTg “To build and develop the safe
and sustainable microfinance system towards serving the poor, low-income people,
micro, and small enterprises in order to contribute to implementing the Party and
Government policies on social welfare and sustainable poverty reduction.” These
measures included: (i) finalizing the legal normative documents to provide guidelines on
implementation of the law; (ii) promoting relevant policies to encourage development of
microfinance activities; (iii) studying and issuing regulations on development of
professionalism-oriented microinsurance activities; (v) finalizing priority credit policy to
ensure right targeting to the poor and other policy groups; (vi) studying and issuing
policies on microfinance activities diversification.
According to the Asia-Pacific Economic Cooperation (APEC), the future of
microfinance in Vietnam can expect a shift from subsidized microcredit through large
organizations and state development banks to a market-based provision of credit
through independent NGOs (Asia-Pacific Economic Corporation, 2011). More than 5
years have passed since this decision, yet only three MFIs have been officially licensed.
Those include: Tinh Thuong One Member Limited Liability (TYM), M7 limited liability
microfinance institution (M7-MFI), and Thanh Hoa Fund for Poor women (FPW). This
brings up concerns about the current microfinance industry in Vietnam and policies
surrounding it.

Approaches to Microfinance
Poverty Reduction Approach
The poverty reduction approach aims at providing cheap financial services to the
poor through governmental subsidies with a focus on poverty reduction and
empowerment. Under this focus, credit is provided to poor borrowers at below-market
interest rates and through networks of government agencies such as development
banks and donors. The principle goal of the poverty reduction approach is to improve
11

the socioeconomic well-being of the poor through poverty reduction by providing both
monetary and social support services. This means that lending needs to be based on
the expectation that clients will repay the loans and MFIs mandating that all profits be
directly re-invested into more poverty reduction campaigns. Muhammad Yunus, one of
the leaders of this approach, argues that personal enrichment from the labors of the
impoverished is unethical (Carrillo, 2009).
Critics of this approach are concerned about MFIs not being able to meet the
excessive demand for financial services from poor households both in outreach and
financial self-sufficiency (Robinson, 2001). These MFIs charge enough interest so that
they can sustain themselves and expand, but they are ultimately beholden to their
customers rather than investors. A disproportionate amount of attention has been paid
to measuring financial performance and growth, resulting in a deficiency of data that
measures the socioeconomic impact of microcredit on poor clients. Under this
approach, the expansion of financial opportunities needs to be coupled with safeguards
that protect poor customers from the dangers associated with debt.

Financial Systems Approach
The financial system approach on the other hand aims at applying commercial
finance principles and building a financial intermediation system for the poor without
ongoing subsidy. This approach led to an increased recognition of a wider range of
financial services such as micro-savings, micro-insurance, and money transfers. The
goal of this approach is to reach sustainable microfinance. This describes the
commercial microfinance institution’s ability to deliver financial services at a rate that
enables them to cover all of the costs and risks to generate profits (Hao, 2005). This is
also known as the “commercialization of microfinance” (Epstein, 2010).
Some NGOs have converted to publicly-owned institutions through initial public
offerings (IPO). Compartamos is one of those companies, with over $1 billion in market
capitalization, although the company has been criticized for high interest rates for the
poor. These profitable MFIs have been highly sought after by venture capital firms and
12

private equity groups (Carrillo, 2009). It is becoming increasingly more difficult for MFIs
to manage the growing tensions between maintaining focus on poverty alleviation and
accommodating the demands of the funders and markets. As Vietnam’s microfinance
environment continues to change rapidly, where will this balance lie?

Financial Systems Approach Globally
Vietnam can look beyond its borders to see the implications of the financial
systems approach to microfinance. As previously mentioned, Compartamos, a bank in
Mexico, was the first microcredit bank in Latin America that went public with an IPO. In
order to ensure small loans would increase profit for shareholders, Compartamos
received criticism for increasing interest rates and applying radical methods to loan
collection. However, after its IPO in 2007, net profits rose by 28% in 2008 to $112
million. Despite accusations of predatory lending and harmful practices, Compartamos’
client base increased by nearly ten-fold between 2002 and 2008 (Carrillo, 2009).
Commercialization is a turning-point for microfinance, reflecting a “mission drift” in the
motivation of providing financial services for the poor. In recent years, in specific
markets (India, Nicaragua, and the U.S. to some extent), there have been issues with
clients taking multiple loans from different MFIs and as a result, some low-income
clients became over-indebted.
In 2010, more than two hundred people took their own lives after defaulting on
loans from MFIs in Andhra Pradesh, India according to reports by the government
(Business Insider, 2012). This triggered India’s worst microfinance crisis which mirrors
the 2008 subprime mortgage meltdown in the U.S. where finance companies targeted
cheap and easy loans at homebuyers until the market crashed and borrowers were
unable to sell their homes or pay off their debts. There were reports of MFIs such as
SKS Microfinance, India’s largest MFI who went public in 2010, verbally harassing
over-indebted borrowers, forcing them to pawn valuable items, and humiliating
borrowers by sitting outside their homes to shame them. Although the causes of
over-indebtedness are complex, microfinance institutions share some responsibility,
13

especially in the eyes of customers. Consequently, the global financial inclusion industry
has heavily focused on promoting “responsible finance” (International Finance
Corporation, 2013).

Access to Microfinance
Formal MFIs
Formal MFIs are recognized and operate under the law as credit institutions.
TYM, M7-MFI, and FPW are currently offering micro lending products under two
methods, group and individual lending, with loan durations in short and medium terms.
The group lending method is most common: it increases client access to loans and
reduces monitoring cost for MFIs, since this cost is transferred to group members. Loan
payment has focused helping clients plan and prepare for sources of payments.
Although smaller (daily, weekly, or monthly payments) are made against the principal
and interest is more costly for MFIs, this helps clients spread repayment into small
installments that are less challenging than lump sum payments. As a result, bad loans
are maintained at a low rate.
In addition, these formal MFIs have the ability to mobilize resources, particularly
voluntary savings, from individual customers and organizations. After being licensed,
TYM’s total savings balance doubled in the first year, and M7-MFI also experienced
similar increases in savings due to mobilization. In March 2013, TYM and M7-MFI
launched a pilot insurance service through mutual funds/mutual assistance funds to
provide insurance products directly to customers (mainly existing ones). The two
models were seen as relatively successful. However, in April 2013, the State Bank of
Vietnam deemed it as informal operations and requested an end to the insurance
services. M7-MFI signed an agreement on June 28, 2013 with Bao Viet Hanoi, a leading
insurance company, which became an official partner.
Besides financial services, formal MFIs also offer some non-financial services.
This is a comparative advantage of microfinance organizations over other credit
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institutions. Non-financial services help build relationship and trust between customers
and service providers and, as a result, they increase the community development
impact of microfinance activities. TYM trains new customers on personal identification
skills and basic household economic management skills. For long-time customers, TYM
provides knowledge on gender and business, financial management, health care, and
clean water and environmental sanitation. In addition, TYM also pays attention to
training of center’s leaders through annual courses on center management skills and
credit disciplines (MFWG, 2014).

Semi-formal MFIs
Normally, semi-formal MFIs evolve from projects or programs supported by
foreign organizations. Since semi-formal MFIs do not operate under the regulations of
credit institutions, they are limited in terms of offering the comprehensive activities
provided by formal MFIs. Aside from credit in the form of cash, MFIs also offer credit
such as young animals (cow, chicken, pig, etc.) and materials (cement, brick, tile,
animal feed, etc.). Semi-formal MFIs are limited to compulsory savings and cannot
mobilize voluntary funds. Depending on each organization’s policy, an amount of
1-1.5% on the loan amount or an absolute amount (3,000 to 10,000 VND) is required to
be saved per month, with interest paid of about 0.25%/month (MFWG, 2014).
Despite those requirements, savings mobilization is an important form of source
for funding. Semi-formal MFIs’ restrictions lead to MFIs depending heavily on an
external source of funding such as grants or internal funding through owner’s
investments. Legal provisions do not allow semi-formal MFIs to directly provide
microinsurance services, instead, they are able to act as agents for formal insurance
service providers. This has encouraged partnerships between semi-formal MFis such as
Women’s Union and insurance companies like Manulife, Bao Viet, and Postal
Insurance. This creates opportunities for the poor to have access to other services
besides credit and increases their ability to protect themselves against risk. This also
encourages insurance companies to invest in this market segment that others hesitate
15

to pursue due to higher costs and low profits. Non-financial services are limited to
semi-formal MFIs with strong sources of funding such as the Capital AId Fund for
Employment of the Poor (CEP) and Dairu. Despite the limited funds and small outreach,
these non-financial services have helped semi-formal MFIs gain the trust of customers.
Customers highly evaluate the social benefits of these services: better knowledge, more
self-confidence, more participation in community activities, gender equality, and
improved life quality (MFWG, 2014).

Impacts of Access to Credit on Rural Households
Data and Measurement
The analysis will use secondary data from reports on the microfinance sector
issued by the Asian Development Bank (ADB), the World Bank (WB), and reports from
microfinance service providers. This will also use the Vietnam Living Standard Surveys
from 2002-2008 and data from the Citi Microentrepreneurship program funded by Citi
Foundation from 2007-2011 in partnership with the Vietnam Microfinance Working
Group (MFWG, 2014). The latter consisted of surveys conducted in the provinces of Hai
Duong and Tien Giang. Each selected two districts, one more developed (urban) and
one less developed (rural). Each district selected 2-4 communities that hosted the
operations of three main microfinance sources. Three main groups will be the focus of
this analysis due to their focus on service to the poor. Those institutions include: the
Vietnam Bank for Social Policy (VBSP), Central People’s Credit Fund (CCF) and
People’s Credit Funds (PCF), and MFIs.
The questionnaire was similar for clients of all three MFI groups. The customers
are interviewed based on retrospectives, comparing their situation before joining the
MFI to their current situation. The following findings will be highlighted to evaluate the
implications of the poverty reduction approach to microfinance on poor rural households
in Vietnam: credit supply of MFIs, number of customer use of product and services, dept
of micro-credit service outreach, total value of loans and average interest rates,
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principal payment methods of loans and interest, source of loan repayment, borrowing
purpose, client difficulties in paying back loans, and the number of customers borrowing
from other institutions. Non-financial findings such as social benefits of client
participation in organizations and the specific benefits will also be evaluated.

Summary of Results
During the surveyed period, the rapid growth of microcredit services for poor
families and social policy target groups have mainly come from the increase in VBSP
loans consisting of funding sources facilitated by the government through budget
allocations, state-owned commercial banks’ compulsory reserves and the government’s
total-guaranteed loans (Table 1).

Table 2 shows that out of 960 people in the survey who borrowed from credit
institutions, 37% borrowed from MFIs due to the smaller scale and less capital required.
In addition, loan conditions are more flexible than VBSP and PCF.
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The type of services that customers use the most is savings: 525 out of 960, or
65% had savings at an MFI, while a smaller percentage had savings at VBSP and PCF,
20% and 15% respectively. The reason for this is because MFIs encourage members to
have compulsory savings, with an amount set as a percentage of the loan amount, in
order to reduce the loan balance at maturity. Whereas PCF and VBSP interest rates are
more attractive for large savings. Figure 1 shows the overall sample use of products
and services.

Another area that is important is the depth of microfinance service outreach
(Table 3). Out of the 964 people interviewed who took out a loan, 411 had a second
loan (over 42%). This shows it was relatively easy to obtain access to microcredit for
customers who have had their first loan. For VBSP, the average lowest loan amount
was VND1 million, and the highest was VND8 milion. The average currency exchange
rate for the survey period (2007-2011) is VND18,317 to USD1.

VBSP average interest rate was the lowest of the three groups at 0.92% (Table 4). Their
loans ranged from an average of VND14.6 million to the maximum of VND75 million.
For MFIs, the total loan amount was much lower, with the lowest loan amount of VND1
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million, and averaging at about VND7 million. This is due to the relatively smaller size of
the MFIs and thus the limit to each loan is low. The average interest rate is at
1.14%/month. The loan purpose for some of the customers surveyed included:
production, business, consumer, medical treatment, and loan repayment.

There are various forms of interest payments across the credit groups such as:
payment at maturity, monthly payments, weekly payments, or irregular payment. The
most common principal payment method at VBSP and PCF is payment at maturity,
accounting for 77.8% and 79.13% of total number of loans respectively (Table 5).

For MFIs, the principal and interest payment are paid on a monthly basis, accounting for
59.22% of loans, while only 1.43% of loans are repaid at maturity. This is due to the
nature of the customers. MFIs have greater flexibility in regards to repayment methods.
Table 6 shows that they are the only ones to consistently offer weekly repayment
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methods (39.34% of total repayment). This can help clients who wish to break the loan
down into smaller payments.

The source of loan repayments can also be traced to four main sources: income,
borrowings, grants from other people, and other sources (Table 7). Most of the loans
are repaid by incomes earned. This is consistent with data in Table 8 showing the main
loan purposes are for production and business, business expansion, or revolving
capital. Therefore, the borrowers retain a portion of their business profits to repay the
original borrowed capital. Nearly 10% of of VBSP customers had to borrow more money
to pay off their loans compared to less than one percent of PCFs and MFIs customers.
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Customers were also asked if they had difficulties repaying the the loans (Table 9). 260
people out of 962 found it difficult to repay the loans. Out of those who found it difficult,
57% were customers of VBSP. This could possibly be attributed to the the term of
repayment of principal and interest. Longer terms could result in large amount due at
maturity, amounts that are inconsistent with the customer’s cash flow.

Table 10 shows that out of 971 respondents, 130 people borrowed from other
places, which may include their relatives or other credit institutions. They consist of 54
MFI customers (42%), 43 PCF’s customers (33%), and 33 VBSP customers (25%).

This shows that it is very difficult to separate the impact of each credit institution, and
there is a big risk of multiple debts in the microfinance sector because organizations do
not share information about the borrowers. Although the risk is currently not critical in
Vietnam’s microfinance sector, there is still the potential risk of default by borrowers
who borrow from many different organizations at the same time. Over-indebtedness
through multiple loans was one of the main reasons for the recent microfinance crisis in
other countries such Mexico and India (Banerjee and Duflo, 2012). As a result, it is
important for organizations to pay more attention to multiple debt management
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problems and consider sharing customer information among local organizations.
It is important to consider income, expenditure, and savings when accessing
income. Out of 965 customers who provided information, 586 people (60.73%) believed
that their household’s income had increased a little after they borrowed. 29.02% of
customers said their income increased a lot, and 10.16% said their income did not
change after borrowing. When breaking this down into the three groups, the ratios of
small increases did not change much. However, the percentage of “no increase” in
VBSP’s customers was relatively high (21%) compared to other organizations.
Whereas, 54% of PCF customers believed that their income increased significantly after
they receive capital support from the organization. This could be explained by PCF’s
average loan size that was relatively high (averaging VND40 million/ customers),
compared to VND14.58 million at VBSP and VND6.74 million for MFIs. This suggested
a relationship between loan size and an increase in income. One Dong of capital from
MFIs brought greater impact to income increases than a similar amount from other
organizations.
The changes reported in spending are similar to that of income. Customer
spending mostly increased, but the level remains low. PCP’s customers were wealthier
than VBSP’s and MFIs’, so their spending is slightly higher. The majority of customers
reported no change to their savings. To understand whether customers are using the
increase in income and expenditure to invest in business and production or short-term
consumption, the survey included assessments of investments. Most customers
reported an increase in investment in business and production after participating in the
credit institutions. This aligns with the primary purposes of the loans to aid production
and business.

Evaluation of Microfinance on Rural Household
The interview method was based on retrospectives, comparing the customer's
situation before joining the MFIs to their current situation rather than using control and
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treatment groups.The survey compared customers’ changes in their family’s standard of
living with their neighbors, accounting for the net difference as an impact of
microfinance. Compared to before borrowing, the number of poor and very poor
households decreased from 32% to 17% and from 7% to 1%, respectively. With the
change in living standards of the poor after participation, the level of impact is very
impressive compared to the size of loans and the scale of investments. VBSP has
larger volumes of capital investment and support from the government; however, the
level of poverty reduction of their customers is only 3% higher than MFIs. In general,
almost all clients of the MFIs agreed that their participation in the MFIs had a positive
impact on the living standard of their families. Although there was a difference between
those people who believed that the impact was great compared to those who thought it
was moderate, no one believed that borrowing from MFIs had no impact or had a
negative impact. The questionnaires were designed similarly for clients of all three MFIs
groups with no pressure on the clients for a positive response as it was used for
research and policy recommendation.
One of the key factors of microfinance is the creation of opportunities and
empowering customers particularly women to improve their well-being. Women are
empowered to become business owners and have a stronger voice in their households
and communities. These opportunities come from offering customers non-financial
social support services and involving them in the development and operation of the
organization (through group lending programs). Out of the 948 peopled surveyed, all
said that borrowing created jobs for their families. 339 people said that they received
training from credit institutions, and 636 confirmed that MFIs provided guidance on
production, technical and business skills (Table 11). Across these three groups, MFIs
have the highest percentage of customers receiving training, guidance and social
benefits (37%). In summary, all 948 received social benefits from the project.
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More specifics social benefits were also identified on the questionnaires. Most
customers greatly appreciate the social benefits brought about by microfinance such as
improved knowledge, better confidence, increase involvement in community activities,
and gender equality and family life quality (Table 12). Although it difficult to quantify
these benefits, they play an important part in improving the wellbeing of borrowers.

Conclusions
Main Findings
The aim of this research is to add to the existing literature by exploring the
poverty reduction approach and financial systems approach to microfinance and their
implications on poor rural households in Vietnam. Following this aim, the first objective
was to conduct a comprehensive assessment of microfinance in Vietnam. This has
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been accomplished by exploring the development of microfinance after Doi Moi in 1986
and after the reforms in 2010, when it was recognized under the law as a type of credit
institution. With Decision No. 2195/QD-TTg signed in 2011, the future of microfinance in
Vietnam is shifting from subsidized microcredit from large organizations and state
development banks to a market-based provision of credit through independent NGOs.
The second aim of this research is to identify and evaluate the two different
approaches to microfinance as a result of this shift: (i) Muhammad Yunus’ poverty
alleviation approach; and (ii) a commercialized, for-profit, financial systems approach.
The poverty alleviation approach does not require collateral and charges low interest
(the cost of funds at the market rate plus a low margin). The financial systems approach
is geared towards charging higher interest rates in order to maximize profits and
increase investor and shareholder appeal. The central issue involves defining the
purpose of microfinance: should it strive to alleviate poverty or to expand financial
services? Looking beyond Vietnam to the global microfinance industry, examples in
Mexico and India show the potential risk involved in commercializing microcredit.
Although capital and outreach may be expanded, the risk of bad loans and over
indebtedness of the poor may result.
The next aim is to analyze the impact of access to credit on household poverty
reduction in rural Vietnam. Rural households have accessed credit institutions through
formal and semi-formal MFIs. Formal MFIs are licensed with the SBV and have larger
capital and more comprehensive services. Nevertheless, due to the unregulated nature
of semi-formal MFIs, they can offer diversified features based on changing customer
needs. Apart from the improved access, non-financial services sets MFIs apart from
formal credit institutions. The social benefits of these services are highly valued by
customers and gain their trust. This is proven by the survey data on social benefits
(Table 11). This also proves the first hypothesis that access to credit alone cannot
increase poverty reduction. A wider range of supporting services such as improvements
in physical infrastructure, healthcare, education and skill training is necessary to help
the poorest out of poverty.
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The evidence also supports the final hypothesis that the market systems
approach may increase the burden for poor rural households. Commercialized MFIs
accomplish the goal of outreach. But when analysts and policymakers model economic
growth around the free-market with the intention of increasing productivity and
efficiency, there is overwhelming evidence that an additional consequence of such
pursuits in Mexico has been both the expansion of poverty and the widening of
inequality. Yunus supports the idea behind capitalism: “The economic system must be
competitive...” as it is “the driving force for all innovation, technological change, and
improved management” (Yunus, 2003). It is essential, however, to keep in mind that
poverty reduction is the principle goal of microfinance. A market approach which
charges poor customers high-interest rates for the sake of profits drifts from the mission
of microfinance. Credit institutions that lend to the poor should do it without concern for
profit so that they can have the maximum impact in helping the poor climb out of
poverty.
Poor rural households in Vietnam need access to affordable credit and social
support in order to ensure that their socioeconomic well-being improves. This shows
that a poverty alleviation approach may be more appropriate for Vietnam. The income
data show that microfinance alone is not enough to reduce poverty. Microfinance is a
necessary condition for customers to have the opportunity to create jobs or improve
their current employment, increase income, improve skills, and social competence
through non-financial activities in microfinance. With the fast changing environment of
Vietnam’s microfinance industry, the following recommendations are made to enhance
the effectiveness of microfinance operations.

Recommendation
The subprime meltdown in the United States that led to the global financial crisis
emphasises the importance of accountability, security, and transparency in financial
services. At the same time, the microfinance industry has evolved from its earliest roots
as a social movement to a multifaceted financial services industry for the poor. The
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development of new concepts and methodologies are clearly essential in microfinance
as it increases the capability of outreach to the poor. When analyzing the credit
activities of borrowers, data confirms that almost half of the customers have taken more
than one loan. The ease of access with regulation could be dangerous in terms of
customers taking on too much debt because organizations do not share information
about the borrowers.
Only ten MFIs and two associations have endorsed the Smart Campaign. The
Smart Campaign is part of Accion’s Center for Financial Inclusion. Its steering
committee is comprised of leaders diverse institutions such as the Consultative Group
to Assist the Poor at the World Bank, Deutsche Bank Social Investment Group, the
World Savings Bank Institute, WWB Colombia, KfW (Germany), Ujjivan (India). CARD
Bank (Philippines), the Microfinance Centre (Eastern Europe) and Fonkoze (Haiti). This
Campaign promotes the idea of “responsible finance,” this means being fully
transparent in the pricing, terms, and conditions of all financial products. Currently, no
MFI or bank that provides services to the low-income segments in Vietnam fully reports
social performance indicators to the MIX Market. MIX Market is an online data platform
where financial service providers and supporting organizations globally share
institutional data to create transparency and increase market insight. However, two
MFIs (TYM and M7-MFI) are making efforts in this regard, and have conducted a social
performance rating. Several donors and investors, such as the Asian Development
Bank, Agence Francaise de Development, International Finance Corporation, State
Secretariat for Economic Affairs, and the World Bank, are currently promoting the
adoption of responsible finance principles in Vietnam (IFC, 2013).

Further Research
Further research based on the findings and limitations of this studying is
necessary. There is a need for more primary data in the analysis particularly pertaining
to studies of for-profit MFIs in Vietnam. A survey can be conducted focusing on for-profit
MFI clients, comparing their situation before joining the MFI to their current situation. A
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survey could also examine the current situation of clients who have switched from a
nonprofit MFI to a for-profit MFI. This research would provide a comparison of the
impact of organizational structure on the outreach and impact of different financial
institutions. As the country moves to a market systems approach to microfinance by
2020, further research can be conducted on how regulatory environments influence the
impacts of commercialization on poor rural households as well. This can be compared
to other countries such as Mexico, where regulatory environments are different.
Following the suggestions of this research on transparency and data sharing of
microfinance in Vietnam, how can cooperation or partnerships between financial
institutions and social/informational institutions be made to work? This research would
look at how financial technologies can be created.
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